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Norfolk, Virginia, March 13, 1946 


To the Stockholders of 

Colonial Stores Incorporated: 

This is the Annual Report of your Company for the 1945 fiscal year. The balance 
sheet and financial statements herein are reported upon by Messrs. Peat, Marwick, Mit¬ 
chell & Co., independent auditors. 


SALES AND EARNINGS 

Sales were $99,193,050 compared with sales for the year 1944 of $97,656,627, an 
increase of 1.57%. 


Net income was $660,527. After payment of regular quarterly dividends on pre¬ 
ferred stock there remained a balance of earnings equivalent to $1.95 per share on the 
average number of shares of common stock outstanding during the year or $1.77 per share 
on the common stock outstanding at the end of the year. 


The following is a condensed comparative statement of operations for the past two 
years: 


Sales_ 

Net profit, before depreciation, interest and other charges_ 

Provision for depreciation and amortization_ 

Interest paid_ 

Redemption premium and unamortized expenses on the 3%% 

debenture issue_ 

Interest on deferred tax payments and assessments_ 

Net profit before income taxes_ 

Estimated Federal and State taxes on income_ 

Net income- 

Net income per $1.00 of sales_ 

Net income per share of the average number of shares 

of common stock--- 


1945 

$99,193,050 

2,633,116 

415,550 

96,149 

88,890 

82,900 

1944 

$97,656,627 

3,426,432 

438,399 

97,138 

1,949,627 

2,890,895 

1,289,100 

2,097,000 

$ 660,527 

$ 793,895 

o.6-2/3c 

o.8c 

$ 1.95 

$ 2.67 


OPERATIONS 

Substantial increases in employees’ compensation were initiated in the fall of 1944 and 
during the early part of 1945 and certain other items of operating expenses, particularly 
maintenance, were high. These larger costs in the face of a scarcity of certain items of mer¬ 
chandise, notably fresh meats, during the first half of the year with the resultant restriction 
of sales largely account for the less favorable earnings as compared with 1944. 

The country experienced its most severe shortage in many lines of food, particularly 
meats, as fighting in both theaters of war moved toward a climax in the first half of 1945. 
Processors and national distributors generally allocated scarce products on the basis of a 
percentage of 1941 consumption by areas. This method, though it may have resulted in 
an equitable national distribution, failed to make provision for increased populations in 
rapidly developing territories such as are served by Colonial and the sales of the Company 
suffered thereby. 

A small slaughtering plant in Augusta, Georgia, was leased in June for a period of 
one year, with two renewal rights, to supplement temporarily the dwindling supplies of 
fresh beef and pork. Changes in the method of meat procurement were made during the 
latter part of the year and the supply situation is improving materially. 

Supplementary payment to all full-time employees, authorized under the Company’s 
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incentive compensation plan, were made in the amount of $307,477 which included $77,000 
paid to the principal executives. 

DIVIDENDS 

Regular quarterly dividends were paid on the preferred and common stocks. The 
aggregate of the dividends on the common stock was $1.25 per share compared with 
$1.12i and $1.00 per share in the years 1944 and 1943 respectively. 

TAXES 

Taxes upon income declined substantially due to the decrease in earnings. The ratio 
of taxes to earnings was 66% as compared with 72i% for the preceding year. 

SINKING FUNDS 

From 1944 net earnings appropriated under the sinking fund provisions of the 5% 
Cumulative Preferred Stock, Series A, 1118 shares of that stock were retired at a cost of 
$58,794.16 of which $2,894.16 (the excess of the cost over the par value) was charged to 
surplus. Under the terms of the new issue of 4% Series Preferred Stock, semi-annual 
sinking fund payments of not exceeding $30,750 each will be made during the year 1946. 

The sinking fund installment for the retirement of $165,000 principal amount of 
3%% Debentures was paid on September 30, 1945. No sinking fund installment is re¬ 
quired to be made on the new 3% Debentures until October 1, 1948. 

DEPRECIATION ADJUSTMENT 

One of the notes appended to the financial statements in each of the last two annual 
reports indicated the Company’s intention of adjusting its depreciation policy retroactively 
to conform to that proposed for Federal income tax purposes upon completion of studies 
of the fixed property and related reserve accounts. These adjustments were completed as 
of the beginning of 1945 and after crediting the sum of $149,601.38 to reserve for in¬ 
come taxes (the estimated amount of additional taxes payable upon the reduction of depre¬ 
ciation for tax purposes) resulted in an increase in fixed property account of $386,036.43, 
in depreciation reserve of $28,438.20 and in earned surplus of $207,996.85. 

ADDITIONAL CAPITAL 

A refinancing program of the Company’s debenture debt and preferred capitalization 
was successfully concluded during the year. 

In August the holders of 5% Cumulative Preferred Stock, Series A, were given the 
privilege of exchanging their stock for new Cumulative Preferred Stock, 4% Series, on a 
share for share basis with certain cash adjustments. Holders of 31,669 shares of 5% Pre¬ 
ferred Stock, Series A, accepted this exchange offer. The balance of the 5% Preferred 
Stock, 20,809 shares, was subsequently redeemed. To finance the redemption and the cost 
of issuance of the new 4% Series Preferred Stock, 28,331 shares were sold to a group of 
underwriters, making a total issue of 60,000 shares. 

In October the $2,315,000 of 3%% fifteen-year Debentures were retired at the re¬ 
demption price thereof and a new issue of $3,250,000, seventeen and a half-year 3% sink¬ 
ing fund Debentures were sold to the same institutional investor which held the 3%% issue. 

A description of these new issues of senior securities and the costs incurred in the re¬ 
financing, will be found in the financial statements and the notes appended thereto. 

As a result of these transactions the Company realized approximately $885,000 cash, 
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upon what is believed to be an advantageous basis. The aggregate annual interest and divi¬ 
dend payments initially to be paid upon the new senior securities is approximately the same 
as the aggregate of such annual payments upon the lesser amount of senior capitalization 
retired. . 

In addition to this financing, option warrants, attached to the 5% Cumulative Pre¬ 
ferred Stock, Series A, were exercised for the purchase of 46,870 shares of Common Stock, 
and 2,550 shares of Common Stock were issued under options heretofore granted certain of 
the executive officers, thus providing the Company with $840,140 additional equity capital. 

In the judgment of your management, the Company now has a well balanced capital 
structure which should enable it to finance conservatively its future growth requirements. 

FINANCIAL 

The principal changes in the Company’s financial condition during the year are re¬ 
flected in the following statements taken from the balance sheets at the end of 1944 and 
1945 respectively: 


Current Assets: 

Cash_ 

Accounts receivable (less reserves)- 

Inventories_ 

U. S. tax-refund bonds, due 1/1/46- 

Total current assets_ 

Current Liabilities: 

Accounts payable_ 

Taxes and bond payments, withheld 

from employees_ 

Accrued liabilities_ 

Reserve for taxes upon income, (less U. S. 

Treasury tax notes in 1944)_ 

Sinking fund payment for debt retirement 

due in one year_ 

Total current liabilities_ 

Net working capital__ 

Other Assets: 

Investments_ 

Post-war tax refund..... 

Fund for self-insurance_ 

Fixed assets, less depreciation_ 

Prepaid and deferred charges__ 

Goodwill_ 

Total assets, less current liabilities*_ 

^Represented by: 

Long term debt (less sinking fund in 1944) 

Reserves_ 

Capital stock and combined surplus 
accounts_ 

Total_ 


Fiscal Year End Increase or 


1945 

1944 

Decrease 

$ 4,019,224 
320,792 
7,551,957 
169,205 

$4,103,816 

191,779 

6,175,740 

$ 84592 

129,013 
1,376,217 
169,205 

12,061,178 

10,471,335 

1,589,843 

2,049,258 

1,561,515 

487,743 

174,342 

263,418 

166,552 

280,936 

7,790 

17518 

1,244,000 

2,362,229 

1,118529 


165,000 

165,000 

3,731,018 

4,536,232 

805514 

8,330,160 

5,935,103 

2,395,057 

143,773 

41,655 

2,256,638 

467,079 

2 

137,372 

381,803 

1,970,643 

444,499 

2 

6,401 

381,803 

41,655 

285,995 

22,580 

$11,239,307 

$8,869,422 

$ 2,369,885 

3,250,000 

41,655 

2,315,000 

26,118 

935,000 

15,537 

7,947,652 

6,528,304 

1,419,348 

$11,239,307 

$8,869,422 

$ 2,369,885 


Working capital increased $2,395,057 and the ratio of current assets to current liabilities 
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increased from 2.31 to 1 at the end of 1944 to 3.23 to 1 at the end of 1945. This greatly 
improved working capital position and current asset ratio is largely attributable to the 
receipt of the net proceeds from the refinancing and the sale of additional equity capital. 

Increase in inventories represented larger quantities of certain items, resulting from 
changed trade conditions, and a wider variety of merchandise on hand. Inventories at 
the end of the previous year were curtailed by wartime scarcities. 

The decrease in reserves for income taxes is accounted for by the application, in part, 
of the post-war tax refund to 1945 tax installments, and to the smaller year end tax accrual 
against 1945 earnings. In addition, payment was made of that portion of previous years 
taxes which had been withheld against pending claims. 

The greater part of the increase in investments resulted from the annual increment in 
cash surrender value of life insurance. 

A cash fund of $41,655 was established during the year in order to segregate accu¬ 
mulated reserves for self-insurance of minor risks. 

The $285,995 increase in net fixed assets substantially represents net capital expendi¬ 
tures of $334,665, plus the adjustment of the fixed asset accounts arising from the re¬ 
vised depreciation policy, less the amount of depreciation appropriated from earnings. 

Long term debt increase resulted from the refunding during the year of the Company’s 
debenture issue. 

After payment of regular dividends a balance of $190,987 net income was added 
to Earned Surplus account. Direct credits, less debits, (as explained in the financial state¬ 
ments) further increased the account by $ 18,291. At the year end, the total Earned Sur¬ 
plus was $2,769,899 of which $1,547,518 has been accumulated since the date of merger 
in 1940. 

The increase in the Capital Stock and Capital Surplus accounts resulted from the is¬ 
suance of the new series of Preferred Stock and of Common Stock less the 5% Cumula¬ 
tive Preferred Stock, Series A, redeemed during the year. 


PROPERTIES 

Development of new stores and facilities was deferred again as a matter of necessity. 
Expenditures were limited to the ordinary additions and replacements for which materials 
were available. 

A total of one hundred and fifty-five self-service and two hundred and seventy-one 
conventional stores were in operation at the end of the year as compared with the same 
number of self-service and two hundred and seventy-seven conventional stores at the end 
of the previous year. 


CONCLUSION 

Activity and employment in the great shipbuilding industries in Colonial’s territory 
have been sharply curtailed and there has been a general exodus of war workers. The war 
swollen sales volume of stores in some highly congested areas has declined but volume in 
other territories less affected by the war has improved. Although following the end of the 
war our business improved materially, the Company is still faced with the complications and 
problems arising from the reconversion of industry and the continuance of government 
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controls which dominate the national economy. Sales volume will continue to be dependent 
in large measure upon the availability of merchandise to sell. 

The territory served by the Company undoubtedly has a promising future and the 
management intends to keep pace with developments by extending its stores as rapidly as 
conditions justify. 

It is indicated that about seventy-five percent of the Colonials with the armed services 
are returning to their old or new positions with the Company. Each of them is being heart¬ 
ily welcomed and rendered every assistance in his adjustment to civilian life. It is not antic¬ 
ipated that the reinstatement of these returning veterans will affect the employment of 
those now with the organization who have earned their positions by faithful and efficient 
service. 

The fine, loyal and industrious men and women of the Colonial organization are en¬ 
titled to much of the credit for another year of successful operation. 

Respectfully submitted, 

i 

President 
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Totonial Stor 


BALANC 

As OF DECEi> 


ASSETS 


Current Assets: 

Cash in banks and on hand- 

Excess profits tax refund bonds (due January 1, 1946)„ 

Accounts receivable: 

Customers' accounts receivable-*-$ 

Claims, allowances and other trade receivables- 

insurance claims and miscellaneous receivables (including 
officers and employees $6,786.74)- 


Less reserve for doubtful accounts- 


1 17,737.77 
199,805.92 

19,315.72 

336,859.41 

16,067.08 


$ 4,019,223.80 
169,204.76 


320,792.33 


Inventories (note 1): 

Stores and markets--- 

Warehouses and bakeries--- 

Merchandise in transit- 

Total Current Assets- 

Self-Insurance Fund (contra) — cash in banks- 


3,234,728.02 

3,858,478.25 

458,750.66 7,551,956.93 

12,061,177.82 

41,655.16 


Investments: 

Cash surrender value of life insurance policies 

(face amount $317,500.00)- 135,090.23 

Investment in common stock of National Food Products Cor¬ 
poration (affiliated company) — at value determined at date 
of merger as of December 19, 1940 (quoted market value 

$45,288.00)_ 7,992.00 

Miscellaneous — at cost, less reserve $313.90-- ^ Q 


Property, Plant and Equipment at Cost: 

Land_ 32,733.78 

Buildings- 90,408.62 

Fixtures and equipment- 4,293,153.36 

Delivery equipment- 584,921.93 

Improvements to leased premises-- 139,124.98 


5,140,342.67 

Less reserves for depreciation and amortization- 2,883,704.25 


143,773.33 


2,256,638.42 


Prepaid Expenses and Deferred Charges: 

Insurance, taxes and licenses- 

Supplies- 

Unamortized debt expenses- 

Miscellaneous_ 

Goodwill and Leaseholds — at nominal amount 


84,257.18 

307,516.99 

62,525.58 

12,779.50 467,079.25 

_ zoo 

$ 14,970,325.98 
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(See notes on 
















































!s c lncomorateft 

' SHEET 
ber 29, 1945 


LIABILITIES 

Current Liabilities: 

Accounts payable — trade___ 

Deductions from employees’ compensation in respect of taxes and 

purchases of war savings bonds_ 

Accrued liabilities: 

Salaries and wages_ __ $ 143,523.74 

Taxes (other than taxes on income)_ 95,151.61 

Interest- 24,041.10 

Miscellaneous_ 702.10 

Provision for taxes on income_ 

Total Current Liabilities_ 


$ 2,049,258.61 
174,341.70 


263,418.55 

1,244,000.10 

3,731,018.96 


Reserves for Self-Insurance of Minor Risks (contra) 


41,655.16 


3% Sinking Fund Debentures (payments due annually beginning 
October 1, 1948; balance, $1,000,000.00, due April 1, 1963)_ 


3,250,000.00 


Capital Stock and Surplus: 

Capital Stock (note 2): 

Preferred stock of $50.00 par value per share: 

Authorized, 100,000 shares — issuable in series 

Outstanding, 60,000 shares cumulative 4% series_ 3,000,000.00 

Common stock of $5.00 par value per share: 

Authorized, 500,000 shares (9,450 shares reserved under 
option agreements) 

Outstanding, 299,494 shares_ 1,497,470.00 


Surplus — per accompanying statement: 


Capital surplus___$ 680,282.13 

Earned surplus (note 3)_ 2,769,899.73 3,450,181.86 7,947,651.86 


$ 14,970,325.98 


following page) 
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Tolonial Btores c lncorooratefl 


BALANCE SHEET, Continued 


N otes: 

1. Inventories: 

Inventories of merchandise in warehouses, bakeries and retail markets represent physical 
inventories priced at the lower of cost or market, cost being determined by the first-in, 
first-out method and market by current replacement cost. Stores inventories have been 
determined on the basis of centrally controlled perpetual inventory records of the retail 
selling value of merchandise at each store, less a percentage calculated to reduce such 
retail value to the lower of cost or market. The amounts shown by the perpetual 
inventory controls are substantiated by physical inventories at retail, taken periodically 
throughout the year. Merchandise in transit is stated at cost, which is not in excess of 
current replacement cost. 

2. Capital Stock: 

(a) Holders of the cumulative preferred stock, 4% series, are entitled to preferences in 

liquidation or redemption in the following amounts together with, in each case, 
accrued unpaid dividends thereon: voluntary liquidation or redemption on or 
before September 1, 1950, $52.50 per share (aggregate $3,150,000.00), such 
price thereafter diminishing fifty cents per share each five-year period until 
September 1, 1970 after which date the redemption price is $50.00 per share; 
involuntary liquidation, $50.00 per share (aggregate $3,000,000.00). 

(b) Beginning in 1946 there shall be set aside on or before March 1 and September 1 

of each year, a sinking fund for the redemption of the cumulative preferred stock, 
4% series, in an amount sufficient to redeem 1 % of the maximum number of such 
shares at any time theretofore outstanding. Sinking fund redemptions on or 
before September 1, 1950 may be effected at $51.25 per share (plus accrued divi¬ 
dends), such price thereafter diminishing twenty-five cents per share each five- 
year period until September 1, 1970 after which date the redemption price is 
$50.00 per share. 

(c) Options granted in 1942 to the president and the executive vice president of the 

Company entitle them, on or before December 1, 1947, to purchase an aggregate 
of 9,450 shares of common stock at $19.00 per share. 

3. Surplus: 

(a) The terms of the indenture covering the 3% sinking fund debentures impose cer¬ 

tain limitations upon the financial activities of the Company, including restrictions 
as to the payment of dividends (other than stock dividends) or the purchase or 
retirement of its capital stock if such action would impair the specified ratios of 
current assets to current liabilities, working capital or undistributed earnings 
beyond stated limits; of the earned surplus at December 29, 1945 an amount of 
$1,870,381.84 is thereby restricted. 

(b) The terms of issuance of the cumulative preferred stock, 4% series, provide that, 

so long as any such stock remains outstanding the Company will not make any dis¬ 
tribution to holders of the common stock in excess of net earnings after Decem¬ 
ber 30, 1944, reduced by dividends accrued on preferred stock, plus the sum of 
$850,000, and unless after giving effect to such transaction, the net current assets 
will be at least 75% of the sum of (1) the funded indebtedness and (2) the 
aggregate involuntary liquidating value of all outstanding preferred stock. 

(c) The Company has filed claims under the excess profits tax relief provisions of the 

Internal Revenue Code. No estimate is made as to the amount of tax benefits, if 
any, which may result therefrom. In 1943 and 1944 the Company deferred the 
payment of a portion of excess profits taxes pending further clarification of the 
status of its relief claims. In order to minimize any ultimate net interest cost 
relating thereto, in the event of adverse findings, the Company deemed it advisable 
to pay such deferred amounts during 1945, and interest thereon amounting to 
$64,787.28. 
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To Initial Stores'Incorporates. 


STATEMENT OF PROFIT AND LOSS 
For the Fiscal Year ended December 29, 1945 


Net sales_ 

Cost of goods sold, including certain occu¬ 


pancy and buying expenses_ $ 82,894,094.09 

Selling, general and administrative expenses, 
exclusive of certain occupancy and buying 
expenses_ 13,680,572.43 

Provision for depreciation and amortization 

of property, plant and equipment_ 415,550.37 

Operating Profit_ 

Other Income: 

Gain on disposal of capital assets_ 9,283.25 

Interest, dividends and sundry income_ 5,449.64 


Income Deductions: 

Interest on debentures (including amortiza¬ 
tion of debt expenses $3,513.09): 

3% sinking fund debentures_ 24,708.31 

Fifteen-year 3%% sinking fund de¬ 
bentures (redeemed in 1945)_ 70,257.40 

Premium paid on redemption of fifteen- 
year 3%% sinking fund debentures and 
unamortized expenses in respect thereof 88,890.16 

Interest on Federal income tax assessments 
of prior years and on deferred excess 
profits tax payments (Note 3(c) )_ 82,900.00 

Other interest_ 1,183.51 


Net Profit, before Provision for In¬ 
come and Excess Profits Taxes— 

Provision for Income and Excess Profits 


Taxes (Estimated): 

Federal normal income tax and surtax_ 363,000.00 

Federal excess profits tax_ 846,100.00 

1,209,100.00 

State income taxes_ 80,000.00 

Net Profit, carried to Earned 
Surplus _ 


99,193,050.34 


96,990,216.89 

2,202,833.45 

14,732.89 

2,217,566.34 


267,939.38 

1,949,626.96 

1,289,100.00 
$ 660,526.96 
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Toltmial Stores Jncorooratefl 

STATEMENT OF SURPLUS 
For the Fiscal Year ended December 29, 1945 

Capital Surplus 

Balance as of December 30, 1944- 

Add: 

Premium on 46,870 shares of common stock 
issued upon exercise of purchase warrants 


attached to 5% cumulative preferred 

stock, Series A, (retired in 1945)- $ 562,440.00 

Premium on 2,550 shares of common stock 
issued upon exercise of options granted 

to certain executives- 30,600.00 

Deduct: 

Premium paid on 1,118 shares of 5 % cumu¬ 
lative preferred stock, Series A, retired 
through sinking fund___ 2,894.16 


Remaining portion of capital surplus real¬ 
ized from retirement of 5% cumulative 
preferred stock, Series A, and available 
for charges in connection with preferred 

stock refinancing (see earned surplus)— 6,184.36 

Balance as of December 29, 1945- 

Earned Surplus 

Balance as of December 30, 1944- 

Add: 

Net profit for year._ $ 660,526.96 

Restoration arising from adjustment as of 
January 1, 1945 of property accounts 


and related reserves to conform such 
accounts with those accepted by the U. S. 

Treasury Department for income tax 
purposes ($357,598.23), less Federal 
income and excess profits taxes for prior 
years applicable thereto ($149,601.38) 207,996.85 

Over-provisions in prior years for income 

and excess profits taxes_ 94,550.35 

Deduct: 

Cash dividends paid: 

Preferred stock: 

5% cumulative, Series A (retired in 

1945) — $1,875 per share_ 99,713.75 

4% series — 47 cents per share_ 28,200.00 

Common stock — $1.25 per share. 341,625.63 


469,539.38 

Commission, discount, premium and ex¬ 
penses in connection with preferred stock 
refinancing, after deduction of amount 
chargeable to capital surplus ($6,184.36) 284,255.26 

Balance as of December 29, 1945_ 


$ 96,320.65 


593,040.00 

689,360.65 


9,078.52 
$ 680,282.13 


$2,560,620.21 


963,074.16 

3,523,694.37 


753,794.64 

$2,769,899.73 
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ACCOUNTANTS* REPORT 

To the Board of Directors, 

Colonial Stores Incorporated, 

Norfolk, Virginia. 

We have examined the balance sheet of Colonial Stores In¬ 
corporated as of December 29, 1945 and the statements of profit and 
loss and surplus for the fiscal year then ended, have reviewed the 
system of internal control and the accounting procedures of the company 
and, without making a detailed audit of the transactions, have examined 
or tested accounting records of the company and other supporting 
evidence, by methods and to the extent we deemed appropriate. Our 
examination was made in accordance with generally accepted auditing 
standards applicable in the circumstances and included all procedures 
which we considered necessary. 

In our opinion, the accompanying balance sheet and related state¬ 
ments of profit and loss and surplus present fairly the position of 
Colonial Stores Incorporated at December 29, 1945 and the results of 
its operations for the year, in conformity with generally accepted 
accounting principles applied on a basis consistent with that of the 
preceding year. 

PEAT, MARWICK, MITCHELL & CO. 

Atlanta, Georgia, 

March 2, 1946. 
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